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STOCKHOLDERS’ EQUITY NET INCOME TATAL ASSETS
OUN F MILLIONS) (IN $ MILLIONS) N $ MILLIONS)
2002 2001 2000 1999 1998
] MILLIONS, EXCEPT PER SHARE AMIOUNTS AND RATIOS)
Revenues $ 698.1 $ 817.4 $ 5338 $ 363.7 $ 8132
Net Income 59.3 207.3 85.4 0.3 2539
Basic Earnings Per Share 0.42 . L5l 0.62 0.00 1.82
Diluted Earnings Per Share 0.42 1.50 0.61 0.00 1.81
Working Capital 189.2 312.0 171.6 1384 316.9
Total Assets 3,061.5 2,323.8 2,108.0 1,983.7 1,992.8
Long-Term Debt 547.5 462.4 422.2 371.2 375.5
Stockholders™ Equity 1,967.0 1,440.2 1,328.9 1,234.6 1,245.0
Current Ratio 2.0 3.1 2.5 2.0 3.0
Long-Term Debt to Total Capital 0.22 0.2 0.24 0.23 0.23
Weighted Average Common
Shares Outstanding
Basic 140.7 136.9 137.6 1365 139.6
Diluted 141.4 137.9 139.3 137.7 140.6
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To Our Stockholders

Two thousand two
was a year of growth
and refinement for
ENSCO.  Significant
progress was made
on several fronts.

We strengthened our
competitive position
in the premium jack-
up market through the addition of six modern jackup
rigs. ENSCO now has the youngest premium jackup rig
fleet among the world’s publicly traded offshore contract
drilling companies. We continued our rig enhancement
program, with increased emphasis on our Gulf of
Mexico jackup rig fleet. We repositioned rigs interna-
tionally to take advantage of strong markets in the
Pacific Rim and the Middle East. Today, the Company is
well balanced with almost an equal number of jackup
rigs committed to domestic and international markets.
We continued to refine our asset base to improve focus
and earnings potential. The recently announced sale of
our Gulf of Mexico marine vessel fleet is in keeping with
this philosophy.

Our increased international presence in 2002, combined
with stronger overseas jackup markets, helped to alleviate
weaker results from our Gulf of Mexico operations.
ENSCO’s revenue in 2002 was $698.1 million compared
to $817.4 in 2001, and net income decreased to $59.3
million from $207.3 million the year earlier. Our 2002
results included a $46.1 million afier tax non-cash

charge taken in the fourth quarter of 2002 for impairment
of the Company’s Venezuela assets and operations. This
write-down was necessitated by the ongoing political
and economic uncertainty in the Country, and the dis-
mantling of the national oil company. Six of our harge
rigs remain in Venezuela and, while we remain confident
of potential future work opportunities for these rigs, the
timing of a resumption of activity is uncertain.

ENSCO’s financial position remains strong. Our debt to
total capitalization ratio was 22% at the end of 2002,
and our long-term debt net of cash was only 16% of
total capitalization.

Our financial strength continues to facilitate oppor-
tunistic expansion. In August 2002, we strengthened
our position in the high-specification jackup rig market
through the acquisition of Chiles Offshore Inc. The
addition of four active premium jackup rigs enabled us
1o realize immediate cash flow benefit. Construction of
the fifth rig was completed in November 2002 and the
rig began operations shortly thereafter.

The Chiles fleet consisted of the newest premium jack-
up rigs in the world, with all five rigs having been built
since 1999. We also added the ENSCO 102 in May 2002,
a rig in which ENSCO owns a 25% joint-venture interest.
The Company, which has marketing and operational
responsibilities for the rig, has the option to acquire the
remaining 75% interest at any time through May 2004.

We also continued to strengthen our competitive position
through rig enhancements, a program we began in the
mid-nineties. We have completed upgrades on all of our
rigs in the North Sea and the Pacific Rim, with the
exception of one rig in Southeast Asia that is scheduled
for 2003. Major upgrades were completed on two of
our large Gulf of Mexico jackups in 2002, and moderate
enhancements were undertaken on three of our smaller
domestic jackup rigs. When the planned enhancement
program is completed in 2005, we will have invested in
excess of $1 billion to extend service life and enhance
fleet capability. Almost half of our jackup rig fleet will be
able to address deeper and more rigorous drilling
requirements. These rigs will be equipped with greater
Joading and lifting capacity, improved hydraulic pumping
capability, state-of-the-art drilling fluid systems, and
enhanced environmental protection. We believe that, as
drilling requirements become more stringent and as
fleet renewal grows more imperative, maintaining a
balance between capability and cost will be crucial.

We continue to reposition assets to achieve better
geographic balance. This balance enables us to weather
regional market volatility, while the longer term contracts
available in many international markets provide more earn-
ings stability. We mobilized three of our jackups from the
Gulf of Mexico to the Pacific Rim and the Middle East in
response to opportunities in those areas. We entered the
West African jackup market by securing a term contract
with a major oil company and relocating a rig from the
North Sea to Nigeria. Additionally, we relocated a barge rig
from Venezuela to Indonesia in response to a term contract.
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Rig Specifications

Cantilever Movement:

ENSCO 8t
Rig Name: ENSCO 8|
47’ 6" aft x 24" (+/- 12’ off center)

Type: jackup
Derrick-Hook Load Capacity:

Design: MLT 116-C 1.5 million Ibs.

Maximum Water Depth: 350 Mud Pumps: Three 1,600 hp
Maximum Drilling Depth: 30,000 Zero Discharge: Yes
Variable Load-Drilling: P

5,045 Kips Classifications: A.B.S.

Quarters: 90 PO.B.
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ENSCO 7500 - NEW DEPTH OF SERVICE

ENSCO has demonstrated its ability to compete in the
deepwater market with its proprietary semisub-
mersible design, the ENSCO 7500. Delivered in 2000 at
a construction cost well below comparable newly built
deepwater rigs, the ENSCO 7500 has performed well
and continues to meet or exceed expectations. ENSCO’s
semisubmersible rig, operating under a long-term
contract in the Gulf of Mexico, has been sublet to various
operators and has received several commendations
from these customers.

The ENSCO 7500 addresses the heart of the deepwater
market, and is suited for operation in all deepwater
areas except ultra-harsh environments like the North
Sea. By designing the rig for the broader market and
avoiding the significant extra cost required to address a
very limited harsh-environment market, ENSCO was
able to deliver a cost-cffective deepwater rig that is
capable of earning an afttractive refurn. The ENSCO
7500 has been cited by one Wall Street firm as having the
highest rate of return of any new deepwater rig project.

The design of the ENSCO 7500 incorporates simple flat
steel construction for the columns with equipment posi-
tioned on the deck of the rig for ease of assembly and
maintenance. With a variable load capacity in excess of
8,000 short tons and with water depth capability of up
to 8,000 feet, the rig is well suited for exploration and
development activity in deepwater markets like the Gulf

of Mexico, West Africa, and Brazil. Further refinements
of the ENSCO 7500 design have now been completed,
and drawings and specifications are on the shelf so as to

facilitate rapid response when ENSCO is presented an
opportunity to expand in the deepwater market.
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Offshore Equipment List

JACKURP RIGS

Year Built/
RigName  _ Rel
North America
ENSCO 55 1981/1997
ENSCO 60 1981/1997
ENSCO 64 1973/2002
ENSCO 67 1976/1996
ENSCO 68 1976
ENSCO 69 1976/1995
ENSCO 74 1999
ENSCO 75 1999
ENSCO 81 1979/2003
ENSCO 82 1979/2003
ENSCO 83 1979
ENSCO 84 1981
ENSCO 86 1981
ENSCO 87 1982
ENSCO 88 1982
ENSCO 89 1982
ENSCO 90 198272002
ENSCO 93 198272002
ENSCO 95 1981
ENSCO 98 1977
ENSCO 99 1985
ENSCO 105 2002
Lurope/West Africa
ENSCO 70 1981/1996
ENSCO 71 1982/1995
ENSCO 72 1981/1996
ENSCO 80 1978/1995
ENSCO 85 1981/1995
ENSCO 92 1982/1996
ENSCO 100 1987/2000
ENSCO 101 2000

ENSCO 2002 ANNUAL REPORT

. Rig Malee

FG-78011-C
Lev-111-C
MLT-53-S
MLT-84-S
MLI-84-$
MLT-84-§

MIT Enhanced 116-C

MIT Super 116-C
MLT-116-C
MIT-116-C

MLT-82 SD-C
MILT-82 SD-C
MIT-82 SD-C
MLI-116-C
MLT-82 SD-C
MLI-82 SD-C
MLT-82 SD-C
MLI-82 SD-C
Hitachi-250-C
MLT-82 SD-C
MLT-82 SD-C
KFELS-MOD V-B

Hitachi-300-C NS
Hitachi-300-C NS
Hitachi-300-C NS
MIT-116-CE
MLI-116-C
MUF-116-C
MLT-150-88-C
KFELS-MOD V-A

Dri

Maximum Water Depth/
lling Depth_

3007/25,000’
300°/25,000°
350'/30,000’
400°/30,000°
350°/30,000°
400'/25,000°
400'/30,000°
400'/30,000°
350°/30,000°
300°/30,000°
250°/25,000°
250°/25,000°
250°'/30,000°
350'/25,000°
2507/25,000°
250°/25,000°
250'/25,000°
250725000’
2507/725,000°
250'/25,000°
250'/30,000°
400'/30,000’

250'730,600’
225°/25,000°
225'725,000°
225'/30,000°
225'125,000°
225'/25,000°
3257/30,000°
400'/30,000°

Current
Location

Gulf of Mexico
Gulf of Mexico
Gulf of Mexico
Gulf of Mexico
Gulf of Mexico
Gulf of Mexico
Gulf of Mexico
Gulf of Mexico
Gulf of Mexico
Gulf of Mexico
Gulf of Mexico
Gulf of Mexico
Gulf of Mexico
Gulf of Mexico
Gulf of Mexico
Gulf of Mexico
Gulf of Mexico
Gulf of Mexico
Gulf of Mexico
Gulf of Mexico
Gulf of Mexico
Gulf of Mexico

Denmark
Denmark
United Kingdom
Netherlands
United Kingdom
Netherlands
Nigeria
Denmark

Customer
as of 2/15/03

Bois d’Arc
1LOG Exploration
LLOG Exploration®”
LLOG Exploration
LLOG Exploration
W&T Offshore
W&T Offshore
ExxonMobil
w—vﬁv
Shipyard
ATP
Apache Energy
ExxonMobil
Noble Energy
Transworld
Unocal
ExxonMobil
Ocean Energy
ChevronTexaco
Shipyard®
ExxonMobil
ChevronTexaco™

DONG
Maersk
ConocoPhillips
NAM
BHP
Shipyard"”
Shell
DONG
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BARGE RIGS

Year Built/ Maximum Current Customer
Rig Name Rebuilt Drilling Depth Location as of 2/15/03 e
ENSCO I 1999 30,0000 Indonesia T¥E
ENSCO It 1999 30,000° Venezuela ChevronTexaco
ENSCO 111 1999 30,000’ Venezuela Available®
ENSCO X1 1994 25,000’ Venezuela Stacked®
ENSCO XII 1994 25,000 Venezuela Available®
ENSCO XIV 1994 25,000’ Venezuela Stacked™
ENSCO XV 1994 25,000 Venezuela Stacked™
PLATFORM RIGS

Year Built/ Maximum Current Customer
Rig Name Rebuilt Drilling Depth l.ocation _as of 2/15/03 e
ENSCO 23 1980/1998 25,0000 Gulf of Mexico Available®
ENSCO 24 1980/1998 25,0000 Gulf of Mexico Available®
ENSCO 25 1980/1998 30,000’ Gulf of Mexico ChevronTexaco
ENSCO 26 1982/1999 30,000° Gulf of Mexico Available®
ENSCO 29 1981/1997 30,000’ Gulf of Mexico W&T Offshore
MARINE FLEET

No. of Year

Vessel Type Vessels Built ~ ~ Horsepower Length Current Location
AHTS™ 5 1975-1983 5,800-12,000 195°-230 Gulf of Mexico
Supply 22 1977-1985 1,800-3,500 166-230" Gulf of Mexico
(1) The ENSCO 64 was idle on Februaiy 15, 2003 but bes secuied a (4) The ENSCO 98, which entered the shipyard in early February (7) The ENSCO 57, which entered the shipyard in early February

contract with LLOG Exploration and commenced drilling opera-

tiois on Februaiy 25, 2003.

(2) The ENSCO 81 was in the shipyard on February 15, 2003, but is )
continitted to BP and expected to coimmence diilling operations
in March 2003.

(3) The ENSCO 82, which entered the shipyaid in early Pebiuary 6)

2003, is expected to leave the shipyaid in August 2003 and is
curvently wincommitted,

ENSCO 2002 ANNUAL REPORT

2003, is expected to leave the shityard in mid-year 2003 and is
curveintly uncommitted.

The ENSCO 105 was idle on February 15, 2003, but bas secured a
contract with ChevronTexaco and expected to commence drilling
operations in ecrly Maich 2003,

The ENSCO 92 was in the shipyeid on February 15, 2003, but is
cominitted to Gaz de France and expected to commence work iin
May 2003

2003, is expected to leave the shipyard in mid-year 2003 and is
cusvently uncommitted.

(8) The ENSCO 7500 is currently operating for ConocoPhillips under
a contract assignment from Burlington Resources.

(9) Rigs classified as available are being actively marketed and can
cominence work on short notice. Stacked rigs do not have oper-
ating crews immediately available and may vequire soime recom-
missioning before commencing operations.

(10) Anchor handling towing supply vessels.
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| _Management’s Discussion and

BUSINESS ENVIRONMENT

The Company is one of the leading international providers
of offshore drilling and marine transportation services to
the oil and gas industry. The Company’s operations are
concentrated in the geographic regions of North America,
Furope/West Africa, Asia Pacific and South America/Caribbean.

Demand for the Company’s services is significantly
affected by worldwide expenditures for oil and gas drilling.
Expenditures for oil and gas drilling may fluctuate substan-
tially from vyear to year and from region to region. Such
fluctuations result from many factors, including demand
for oil and gas, world cconomic conditions, the legislative
environment in the U.S. and other countries in which the
Company operates, production levels and other activities of
OPEC and other oil and gas producers, and the impact that
these and other events have on the current and expected
future pricing of oil and natural gas.

The Company’s domestic offshore drilling operations
are conducted in the Gulf of Mexico. The U.S. natural
gas market and trends in oil company spending largely
determine domestic offshore drilling industry conditions.
U.S. natural gas prices increased significantly during 2000,
and demand, and ultimately day rates, for offshore drilling
rigs increased as many oil companies accelerated drilling
programs in response to historically high natural gas
prices. Jackup rigs mobilized to the Gulf of Mexico from
international markets to take advantage of this strong
demand. During 2001, natural gas prices decreased from
record levels, and oil company Gulf of Mexico drilling
budgets were sharply reduced over the course of the year
and remained at moderate levels during 2002. Currently,
demand for jackup drilling rigs in the Gulf of Mexico is
significantly lower than that realized in early 2001.
Although some jackup rigs have now departed the Gulf of
Mexico for international service, the supply of jackup rigs
is still in excess of current demand. As a result of this
imbalance, day rates are significantly lower today than they
were in 2000 and early 2001, The Company does not
expect any significant improvement in domestic day rates

ENSCO 2002 ANNUAL REPORT

Analysis of Financial Condition and

Results of Operations _

during the first half of 2003.

Industry conditions in most international offshore
drilling markets have improved over the last two years, as
many of the major international and government-owned oil
companies have increased spending in those markets.
Cutbacks in OPEC production and an improved outlook for
oil demand contributed to higher oil prices in 1999 and
2000, and a more favorable climate for oil company spending.
Although oil prices declined somewhat over the course of
2001, increased drilling activity related to major natural gas
development projects in Asia Pacific and the Middle East
contributed to increased demand for jackup drilling rigs in
those regions. Demand and day rates for international jackup
rigs strengthened during 2001 and much of 2002, partico-
larly in Europe and Asia Pacific. However, in the second half
of 2002, day rates began to decrease modestly in Europe.
Day rates for jackup rigs in Europe have stabilized to date
in 2003 at the levels in effect at the end of 2002, but current
activity levels could lead to some near term softening of
day rates in Europe. Recently, concerns related to global
economic activity and the impact on oil demand growth
have contributed to more modest increases in oil company
spending. Uncertainty with regard to the Middle East and
the political unrest in Venezuela have also contributed to
cautiousness by oil companies, and this may impact spending
plans over the course of 2003. Although the outlook is
uncertain, at this time the Company expects day rates and
utilization for international jackup rigs to remain relatively
stable throughout 2003.

HRESQULTS OF OPERATIONSG

On August 7, 2002, the Company completed its merger
with Chiles Offshore Inc. (“Chiles”), which has been
accounted for as a purchase business combination in
accordance with generally accepted accounting principles
in the United States, with the Company treated as the
acquirer. Under the terms of the Merger Agreement, each
Chiles shareholder received 0.6575 of a share of the
Company’s common stock and $5.25 in cash in

exchange for each share of Chiles common stock held.
Upon completion of the transaction, the Company issued
approximately 13.3 million shares of its common stock
and paid approximately $106.6 million in cash to the holders
of Chiles common stock. The Company’s financial state-
ments include the operating results of Chiles from the
August 7, 2002 acquisition date. The acquired Chiles
operations consisted of a fleet of five ultra premium jackup
rigs, including two rigs operating in the Gulf of Mexico,
one rig operating offshore Australia, one rig operating
offshore Trinidad and Tobago, and one rig under con-
struction that subsequently entered service in the Gulf of
Mexico. The acquisition of Chiles further strengthened the
Company’s position in the premium jackup market, which
the Company believes currently represents one of the
strongest segments of the offshore drilling market.

The Company’s results for 2002 as compared to 2001
generally reflect 2 weakened demand for drilling rigs in the
Guif of Mexico and the resulting decrease in industry day
rates. The reduced operating results in domestic drilling
operations are somewhat offset by the continued strength of
the Company's international operations, particularly in the
Asia Pacific region, where operating results have improved
substantially from the prior year as a result of increased day
rates and the increased size of the Company’s Asia Pacific
rig fleet. The decrease in overall operating results in 2002
as compared to 2001 is also attributable to a $59.9 million
impairment charge in 2002 related to the Company’s barge
rigs in Venezuela and $28.8 million of Jump sum, early
contract termination payments received in 2001 also related
to the Company’s Venezuelan operations.

The Company’s 2001 results reflect a continued
improvement in industry conditions from those experi-
enced during 2000. In 2001, the Company experienced
improved operating results from both its marine trans-
portation and contract drilling segments, including both
domestic and international regions of its contract drilling
segment. The improvement in operating results is primarily
attributable to increased day rates and the contributions of
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Discussions relative to each of the Company’s operating
segments and geographic operations are set forth below.

Contract Drilling. The following is an analysis of the geo-
graphic locations of the Company’s offshore drilling rigs at
December 31, 2002, 2001 and 2000.

e 2002 200 _ 2000
Jackup rigs:
North America®®® 22 21 22
Europe/West Africa 8 8 8
Asia Pacific®® 12 8 7
South America/Caribbean®” i — —
Total jackup rigs 43 37 37
Semisubmersible rig - North America 1 1 1
Barge rig - Asia Pacific® 1 - -
Barge rigs - South America/Caribbean®® 6 7 9
Platform rigs® 5 5 7
Total 56 50 54

(1) In December 2001, the Company mobilized a jackup rig from the
Gulf of Mexico to perform a long-term contract offshore Qatar
that commenced in February 2002. During the first quarter of
2002, the Company mobilized two jackup rigs from the Gulf of
Mexico lo Singapore where 1bey entered a shipyard for enhancement

and repairs. These rigs subsequently co ed operations in
Vietnam and Brunei in July 2002 and December 2002, respectively.

(2)  The Company acquired five ultra premsum jackup rigs on August
7, 2002, in connection with the Chiles merger, including two that
were operating in the Gulf of Mexico, one operating offshore
Australia, one operating offshore Trinidad and Tobago and a
[fifth rig that was under construction on the acquisition date but
subsequently commenced operations in the Gulf of Mexico in
December 2002.

(3) In August 2002, the Company mobilized a barge rig from
Venezuela to Singapore where it entered a shipyard for enbancement.
The barge rig subsequently co ved operations under a long-
term contract in Indonesia in December 2002.
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(4} In December 2001, the Company removed the two oldest, least
capable barge rigs in its fleet from service. The Company expects
to sell the two rigs during 2003.

(5) In September 2001, the Company retired two platform rigs.

In 2002, revenues for the Company’s contract drilling segment
decreased by $103.2 million, or 14%, and operating margin
decreased by $131.6 million, or 30%, from 2001. These
decreases are primarily attributable to lower average day
rates for the Company’s North America jackup rig fleet,
which decreased 43% from the prior year. In addition, the
Company received $28.8 million in 2001 from the early ter-
mination of long-term contracts for two of the Company's
barge rigs in Venezuela. The overall decrease in revenues
and operating margin is partially offset by the operating
results from the five jackup rigs acquired from Chiles in
August 2002, and from the newly constructed ENSCO 102,
a deep water harsh environment jackup rig. The five rigs
acquired from Chiles contributed $44.2 million of revenue
and $23.5 million of operating margin during the last five
months of 2002. The ENSCO 102, which began operating in
the third quarter of 2002, added $8.1 million of revenue
and $2.5 million of operating margin in 2002. Contract
drilling expenses increased by $28.4 million, or 9%, due
primarily to the increase in the size of the Company’s jackup
rig fleet, an increase in mobilization expense and an
increase in inSurance costs.

In 2001, revenues for the Company’s contract drilling
segment increased by $256.6 million, or 52%, and operating
margin increased by $197.6 million, or 84%, from 2000.
These increases are primarily attributable to higher average
day rates for the Companys jackup rig fleet, which
increased 39% from the prior year. The increase is also
attributable to the impact of operating the ENSCO 7500 and
ENSCO 101, the Company's recently constructed semisub-
mersible and harsh environment jackup rigs that com-
menced drilling operations in December 2000 and April
2001, respectively. In addition, the Company received
$28.8 miltion in 2001 from the early termination of two

long-term contracts for two of the Company’s barge rigs in
Venezuela. Contract drilling expenses increased by $59.0
million, or 23%, from the prior year due primarily to the
operations of the ENSCO 7500 and ENSCO 101, higher
personnel costs and $6.3 million of nonrecurring reductions
in operating expenses during 2000 in connection with the
favorable resolution of personnel tax liabilities and personal
injury claims and related disputes with insurance carriers.

North America Jackup Rigs

In 2002, revenues for the Company’s North America jackup
rigs decreased by $135.6 million, or 44%, and the operating
margin decreased by $137.1 million, or 76%, as compared
to 2001. The decrease in revenues and operating margin is
due primarily to a 43% decline in average day rates and the
mobilization of three jackup rigs from the Gulf of Mexico to
the Asia Pacific region in the fourth quarter of 2001 and
first quarter of 2002. The decrease in revenues and operating
margin is partially offset by the operating results of the
ENSCO 74, ENSCO 75 and ENSCO 105 acquired from Chiles
in August 2002. These three rigs contributed $18.1 million
of revenue and $8.8 million of operating margin for 2002.
Construction of the ENSCO 105 was completed in the fourth
quarter of 2002 and the rig operated 21 days in 2002.
Contract drilling expenses increased by $1.5 million, or
1%, in 2002 compared to 2001. Contract drilling expenses
increased as a result of the addition of the three rigs
acquired from Chiles and an increase in insurance cost for
the fleet, offset in part by the impact of three rigs leaving the
Gulf of Mexico.

In 2001, revenues for the Company’s North America
jackup rigs increased by $30.4 million, or 11%, and the
operating margin increased by $26.4 million, or 17%,
from 2000. The increases in revenues and operating
margin are primarily attributable to a 34% increase in
average day rates. Contract drilling expenses increased by
$4.0 million, or 3%, from 2000 due primarily to an
increase in personnel costs.




Ld40d3Y TVANNY 7007 ODSNI

‘uonezimn Jamoj o) A[uewd anp JeaA Joud ayy

WOl ‘%<6 10 ‘uoniul 9§ Aq paseardap sasuadxs unuip
1ENU0) “[007 SULIND INUIADI SB PIZIUG0IAL SEM UDIUM
10 & ‘uonpiw §°87$ duIeIo} SHUAWARd UOHBUILILAY 10B1U0D
Apred ‘wns dwinp paadas Auedwo)y i ‘suoneulwia)
10VIIU0D 0M1 DY) ILm UONIAULOD uf "s3u Juup sAuedwo)
Y ynas Jnej Aue o) onp 10U aram pue ‘sueyd Furp
J13U) Ul uondNpaJ SuIMSUD Y} PUE JI0AIISII DY) WOJJ SATEL
uondupoid Tro Sunuioddesip sJoW0ISND 3Y) WIS PAI[NSAL
SUONBUILLID) AU, "Padwod UIdQ PEY SULI] JOLLUOD
Teak-aa1) 2An0adsad ayl Jo Jrey Aprewixosdde Joye spEnuod
wI21-3U0] OM) JBUIWIIZ) 0} PIDAP JBWOISND B ‘[(0T
Jo JoquisAoN pue Joquaidag up ‘T(Q7 UT SPENUCY 0M)
JO uoneuTwLId) A pue TeaAk Joud Ay Ul %EE wWoxj 7o)z Ul
9/ 1 0) PIsEAINP YN ‘uonezInn Jamof o) Ajuewnd anp
s1 udrew Junesado pUE SANUGAI UI ASEAINP YL 1007 0
patedwod Se ‘9%9°16 10 ‘UONJIW S ¢H¢ AG Paseasdap udiew
Sunesado pue ‘o// Jo ‘uolu ¢Q9¢ Aq Pasrasodp sdu
98Ieq UBAQQLIE)/EILIAWY YINOS A} JOJ SINUIAI ‘00T Ul
Sy ATUBY UDAQGLIVD /DI GINOS

“RISOUOPU] U UONEIO] SUITILIP 2Y) O] PRNZIUIA WL} 1
3y Jo uONEZIIOW AP 0} J[ENQLINE SI 7O JO] ANUIAII
Jo uorur Gz ¢ 9y Jo [fe A[EenueIsqng 7007 Joquiadaq k]
ul ‘padupwwod suoneiado 1PENUOD pue ‘Patadwod 3ram
suonEdyIpow pieAdRS "BISOUODUT TR J0BAU0D WLIR}-3UO]
® Iy O} SIUAWIADUBYUI pUe suonedHIpow 10] atodedulg
ur pJeddys & 09 ZoQg 1SnSny Ul BaNZaudp Wolj pazijiqow
sem ‘sSu adreq Jadre| sAuedwo) Y Jo U0 ‘T OHSNI YL,

81y asung 21f1964 viIsy

*SJS0D JDUBINSUY
U1 ASEAIDUI UB PuE 700g Jo 3ouenb 1say oy Suuinp siedar
Iy [991S s PajeIdosse s1$00 o} Ajuewnd anp ‘%07 10
‘uonIw 9°¢$ A paseardul Yoy ‘sasuadxa Buyup weRUed
19ydm o) Apurewid anp st uidrew Sunesado ur 9seaIdAP Ay,
"SASEAIOUI 1500 UTEMAD J0] Auvdwo) oy awsuadwod jey)
SIAUNSIUPE 918l [ZNIORIIUOD WO PIHNSII YOTyM SR ABp
93eIaAL UI 9SEAIDUT %€ © 0 djquingLie AjuewLd St anuasdl

UY ASLAIDUY BYT, 10T 01 pasedwod S ‘%G Jo UoNIw 174
£q paseaxddp ukdrew Junesddo puv ‘o7 Jo ‘vorqw 1§

4Q paseardlt OGL OOSNE dY) 10J SNUDAL ‘7007 UI
TORIU0D Jeak-00mp ‘uoNiw 061§ srewixosdde e Japun
0007 19GLUAd3( 1 0OIXIW JO JING 3y ul suoneIddo uyup
paoudwwod Su 3y pue (poz Jo uenb yunoy oy wm
‘B3 2qgssowqgnsiwos 19emdasp pauonisod Afeonueudp v
‘005L ODSNT 94} Jo uondNNsu0d paR[dmod Auedwo) ayj,
S13 D]QISIIUGNSINIS VILIIWY GLON

‘AjpArdadsas ‘uoynu 1°9¢ pue ol

5 11¢ a19m uonysinboe saj1yn sy 0 Jusnbasqns powad oy
30} 7007 o} uidxew Sunesado pur anuasdy ‘7007 ‘L Isndny
uo vomsinboe 3y 91 Jo Aep oy wox s)nsas Junesado
sAuedwo) ay) w papapui axe suoneiddo 92 OHSNI oY
JO SYNSaL DY, "03eqO], PUE PEPTULLL, UT JORNUOD ULIA)-8UO] B
Japun Sunesado ‘vomsmbor SAMIYD Ay Yia TOIDIUUOD U
paunboe ‘92 (0OSNE 2y ‘S dmprf suo sey Auedwo) L
81y (nyonf upagQLpY/WIAMY GIN0S

*SIILLIED DOUEINSUT Y)im
sandsip 0} parepl swrep Anful euossad pue sanijiqer
Xv} [2Uu0s3ad Jo UONnjosAI JJGRIOAE] AY) UM UONIIUUOD
ur oz Suusnp sosuadxo Juperado ur suononpaa Juptind
-2IHOU Ul UOT[JW ¢'C$ pue vonezinn Jaysny 07 Ajrewd
anp 1007 Ul ‘%L] 10 ‘GO 1°9¢ AQ pasea.dul sasuadxa
durup PENUO) 0O0Z U %EL WoIl JOOT U %96 O
UODEZINN Ul 9SEIION! UE 0} PUB SIJLI AeP d3LIAE UT aSLaIOU]
%CY ® 0} Aquewiid onp 208 $ISESIDUL ISAYL, 0007 O
Paredwiod se ‘%06 10 ‘UOHJIW 9 ¢7$ AQ PasTaIOUI UIBIeW
Sunesado ay) pue ‘ypy 10 ‘wonu £ 16§ AG posealdul
sfu daor{ oyEY BISY 941 J0] $anuaaal ‘[(0Z U]

“J93[] A Ut s3u1 Jururewal ay) Uo SISOI
Q0URINSUL U ISTIDUT UL PUE ‘Sasuddxd uonvziyiqou pajes
Supnpul 1997} 24) 0) PIPPE S3M AL AY) YU POJBIOOSSE
sasuadxa 01 Apewnd onp jpoz 03 poredwod se ‘%79
10 ‘UOIjIw T Y¢$ Aq paseaddur sasuadyd Sunjuap 10wNH0)
‘7007 W O3 dYDE] BISY Y 0] ulrew Supwsodo
JO UOTIW 7717 PUE ANUAI JO UOHIU ['0S$ pRINGLILOD

S8 oAl Asoyy, -a1ep uonismbor saqy) zooz /. 1udny oy
woJy papnpoul are synsat Junerado LOT QHSNH oY) pue
700z A[nf Ul 9014198 PaIAUD ZOT QISNH POIIISUGD Aimou
o) ‘uonippe u A[PANdadsar ‘z0pz 19qUiadA( pUB 700z
An[ ‘z00z Arenigag ur uordal ogEJ eIsy o ul suonesado
PAOUSWIWOD PUE 0JIXIW JO JIN dY) WOJJ PAZIIGOU dIs
1S ODSNA PU® S 0DSNH %6 OOSNT 9y, 199y S dmypel
1Dk BISY Y} JO 9ZIS A UT ASEAIDUI 3y pue Teak Joud
AU WOLJ %6E PASEIIDUT YOIYM ‘SITBI Aep aFesank Y31 )
Aquewid anp st urdrew Sunerado pue $INUIAII UI ASEIIOUI
Ayl 1007 01 paredwod Se ‘%98 10 VO 99¢ Aq
paseaxour widrew Sunesado pue ‘%%, Jo ‘vomu /°//$ Aq
poaseaioul S dyoel DIdEJ BISY Y} JOJ SINUDIAIT ‘7(0Z UT

$31y dngonf arfiong visy

‘uonEzINn Jaydny
01 Ajrewrid anp Jeak Jond ay) woJj ‘%GE 10 ‘UOI[IW
6°72$ Aq paseaadur sasuadxa Suf[Lp 10BNU0) "G00T U %6S
woy 1007 U %88 01 UONELZINN UL ISEIIDUI UL 0] PUE $INeI
Aep oge1ase up 9svaIOUl %69 B 0) d[qengune Afrewid
S1 uidTew Sunesado puv SONUIAII UT 3SEIIUT 3, "0007 0}
paredwod se ‘o¥/% 10 ‘voniu /6, $ AQ pasearout ugrew
Sunerodo ayy pue ‘%197 10 ‘voriu §701$ AQ PISERIIUN
s8u dnyoe! adoing ay) Joj senuasdd ‘100z Ul
“§1$0D JOULINSU]
U1 3SEIIDUN UL PUE 1502 oddns aSeqasoys paseaidul ‘eoLy
159 01 adong wosy 001 QJSNA Ay Sunedopr yim
PAIBIDOSSE $1500 0) A[rewnid anp ‘9/1 J0 ‘vonmur g{1§
Aq pasrazour sosuadxa JulfLIp 1ENU0Y) "Z00Z Jqundag ur
suonsado SUILIP podUWILIOD J1 315YMm BLIASIN 0} BIS I[LION
atp woyy du dwpel 001 ODSNI oY pazmqow Auedwor
AP ‘z00Z 18NSy U TOO7 Ul %88 WOk Jeak WALIND
U} UF %18 0} PASEIIdP DI ‘UONEZINN JomO] Aq 1950
Aqrenavd ‘sajes Aep a8vase ul asealoul %<1 B 0} Apuvwnd
anp s1 wigiew Junesado pue SONUIAII UY OSEAIDUI Y[, TLA
Joud oy 0 paredwod Se ‘%7 10 ‘UOIIW ¢'7$ AQ paseaIdU
urdrewt uneado ayy pure ‘9%g Jo ‘UONW [} § AQ PAsEAIIUT
s dmyoe! eoLygy 159 /0doany oY) J0J sanudAdL ‘Z0OT Ul
$81y dngovf varfy sag/edosny




In 2001, excluding the $28.8 million early contract
termination revenue discussed above, revenues for the
South America/Caribbean barge rigs increased by $4.3
million, or 10%, and operating margin decreased by $1.6
million, or 8%, from 2000. The increase in revenues is
primarily attributable to a 7% increase in average day rates,
which resulted from contractual rate adjustments that
compensate the Company for certain cost increases.
Contract drilling expenses increased by $5.9 million, or
24%, from the prior year, which contributed to a decrease
in operating margin. The increase in contract drilling
expenses is primarily due to higher personne! costs resulting
from collective contracts with the unions representing
petroleum industry personnel in Venezuela and to an
increase in costs associated with idle rigs.

Platform Rigs

In 2002, revenues for the platform rigs decreased by $14.5
milfion, or 40%, and operating margin decreased by $3.6
miliion, or 33%, from 2001. The decrease in revenues and
operating margin is primarily due to two rigs, one of which
was idle during 2002 compared to being 80% utilized during
the prior year and a second rig that earned a minimal standby
rate during substantially all of 2002 compared to earning a
full day rate in 2001. Contract drilling expenses for the plat-
form rigs decreased by $10.9 million, or 44%, from the prior
year due primarily to the two rigs discussed above.

In 2001, revenues for the platform rigs increased by
$2.2 million, or 7%, and operating margin decreased by
$800,000, or 7%, as compared to 2000. The increase in
revenues is primarily due to a 12% increase in average day
rates. Contract drilling expenses increased by $3.0 million,
or 14%, from the prior year primarily due to higher per-
sonnel related costs. The 2001 contract drilling expenses
also increased, and the operating margin declined, as a
result of $900,000 in nonrecurring reductions in contract
drilling expenses in 2000 in connection with the favorable
resolution of personal injury claims and refated disputes
with insurance carriers.
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Marine Transportation. At December 31, 2002, the
Company had a marine transportation fleet of 27 vessels,
consisting of five anchor handling towing supply (“ANTS”)
vessels and 22 supply vessels. The Company sold one supply
vessel during the fourth quarter of 2002. All of the
Company’s marine transportation vessels are located in the
Gulf of Mexico.

In 2002, revenues for the Company’s marine trans-
portation segment decreased by $16.1 million, or 25%, and
operating margin decreased by $18.5 million, or 70%,
from 2001. These decreases are primarily attributable to
lower average day rates, which decreased 19% from the
prior year, and lower utilization, which decreased to 75%
in 2002 from 80% in 2001. Marine transportation expenses
increased by $2.4 million, or 6%, from the prior year due
primarily to increases in regulatory drydocking costs and
insurdnce costs.

In 2001, revenues for the Company's marine trans-
portation segment increased by $27.0 million, or 72%, and
operating margin increased by $17.7 million, or 206%.
These increases are primarily due to higher average day
rates for supply vessels, which increased 80% from the
prior year, and higher fleet utilization, which increased to
80% in 2001 from 65% in 2000. Marine transportation
expenses increased by $9.3 million, or 32%, from the
prior year due primarily to increased utilization and higher
personnel related costs.

Depreciation and Amortization. Effective January 1, 2002,
the Company adopted the Financial Accounting Standards
Board’s Statement of Financial Accounting Standards No.
142, “Goodwill and Other Intangible Assets,” which, among
other things, eliminated the requirement to amortize
goodwill. Accordingly, the Company recognized no goodwill
amortization in 2002, compared to $3.0 million of goodwill
amortization in the prior year.

Depreciation and amortization expense in 2002
increased by $8.6 million, or 7%, as compared to 2001,
The increase is primarily attributable to the Chiles rigs

acquired in August 2002 and depreciation on capital
enhancement projects completed in 2002 and 2001,
partially offset by the recognition of $3.0 million of good-
will amortization in 2001 and $1.3 million of depreciation
in the prior year associated with two barge rigs that were
taken out of service in December 2001.

Depreciation and amortization expense in 2001
increased by $16.5 million, or 17%, as compared to 2000.
The increase is primarily attributable to an $8.8 million
increase in depreciation expense associated with the
ENSCO 101 and ENSCO 7500, which were placed in service
in July 2000 and December 2000, respectively, and a $5.9
million increase in depreciation expense associated with
the ENSCO 100, for which depreciation expense was sus-
pended until November 2000 while the rig was undergoing
conversion from a water injection unit to a conventional
drilling unit.

Impairment of Assets. The Company's South America/
Caribbean barge rig fleet operations have historicaily been
concentrated on Lake Maracaibo in Venezuela. Lake
Maracaibo market conditions have been depressed for
several years due to reduced or deferred exploration and
development spending by Venezuela’s national oil company,
Petroleos de Venezuela, S.A. (“PdVSA”), which resulted
from reduced demand for Venezuelan oil production,
economic decline and OPEC quota reductions. In addition,
the economic and political situation in Venezuela has
become increasingly unstable during recent years. As a
result of the uncertainty surrounding its South America/
Caribbean barge rig fleet, the Company has evaluated the
carrying value of the barge rigs for impairment on a regular
basis during recent years.

During the fourth quarter of 2002 the economic and
political environment in Veneziiela deteriorated severely. A
strike originating within PAVSA spread nationwide, involving
the entire oil industry and the banking system, and causing
substantial economic upheaval. The strike, mass termina-
tions of PAVSA employees, and political interference in the
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LIQUIDITY AND CAPITAL RESOURCES

Cash Flow from Operations and Capital Expenditures

Year Ended December 31,

fnmiions) 2002 2001 2000
Cash flow from operations __ $210.1_ $421.5_ $137.8
Capital expendituores:
New construction and
acquisitions $ 31.8 $ 196 $1625
Enhancements 154.6 95.7 72.8

Sustaining 405 299 208
. $2269 $1452  $250.1

In 2002, cash flow from operations decreased by
$211.4 million, or 50%, as compared to 2001. The
decrease in cash flow from operations is primarily attributable
to a decrease in the Company’s level of profitability and a
decrease in cash flow from working capital changes in
2002. In 2001, cash flow from operations increased by
$283.7 million, or 206%, as compared to 2000. The
increase in cash flow from operations in 2001 is attributable
to an increase in the Gompany’s level of profitability and an
increase in cash flow from working capital changes.

The Company continues to expand the size and quality
of its drilling rig and marine vessel fleets. During the last
three years, the Company has invested $323.1 million
upgrading the capability and extending the service lives of
its drilling rigs and marine vessels as part of its ongoing
enhancement program and an additional $213.9 million
relating to new construction and acquisitions. The
Company also utilized $106.6 million of cash in connection
with the Chiles acquisition in August 2002.

Management anticipates that capital expenditures in
2003 will total approximately $250 million, including an
estimated $200 million for upgrades and enhancements
and $50 million for sustaining operations. The Company
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may also elect to exercise its option to acquire the remaining
75% interest in the ENSCO 102 or make capital expendi-
tures to construct or acquire additional rigs in 2003,
depending on market conditions and opportunities. (See
“Off-Balance Sheet Arrangements” and Note 5 to the
Company’s Consolidated Financial Statements for information
concerning the Company’s investment in, and option to
acquire, the ENSCO 102.)

Financing and Capital Resources. The Company’s long-term
debt, total capital and long-term debt to capital ratios are
summarized below (in millions, except percentages):

At December 31,

.. 2002 2001 2000
Long-term debt $ 5475 $ 4624 $ 4222
Total capital 2,514.5 1,902.6 1,751.1
Long-term debt to

total capital 21.8% 24.3% 24.1%

In connection with the acquisition of Chiles on August
7, 2002, the Company assumed Chiles’ floating rate term
loan agreement (the “Interim Construction Loan™), which
provides approximately $80.0 million of interim financing
for the construction of the ENSCO 105 (formerly the
Chiles Galileo). Amounts borrowed under the Interim
Construction Loan will be repaid with proceeds from long-
term bonds that the Company intends to issue in October
2003. The bonds will be repaid in equal semiannual
payments of principal and all borrowings under both the
Interim Construction Loan and long-term bonds are guar-
anteed by the United States Maritime Administration
(“MARAD”). The Interim Construction Loan is collateralized
by the ENSCO 105 and the Company has guaranteed the
performance of its obligations under the Interim
Construction Loan to MARAD. As of December 31, 2002,
the Company had $54.3 million outstanding under the
Interim Construction Loan.

In connection with the acquisition of Chiles on August
7, 2002, the Company assumed Chiles’ bonds that were
originally issued to provide long-term financing for the
ENSCO 76 (formerly the Chiles Coronado). The bonds are
guaranteed by MARAD and are being repaid in 24 equal
semiannual principal installments of $2.9 million, which
commenced in January 2000 and will end in July 2011.
Interest on the bonds is payable semiannually, in January
and July, at a fixed rate of 5.63%. The bonds are collateral-
ized by the ENSCO 76 and the Company has guaranteed the
performance of its obligations under the bonds to MARAD.
As of December 31, 2002, the Company had $52.1 million
outstanding under the bonds.

On January 25, 2001, the Company issued $190.0
million of 15-year bonds to provide long-term financing for
the ENSCO 7500. The bonds are guaranteed by MARAD and
are being repaid in 30 equal semiannual principal install-
ments of $6.3 million, which commenced in June 2001 and
will end in December 2015. Interest on the bonds is
payable semiannually, in June and December, at a fixed rate
of 6.36%. The bonds are collateralized by the ENSCO 7500
and the Company has guaranteed the performance of its
obligations under the bonds to MARAD. As of December 31,
2002, the Company had $164.7 million outstanding under
the bonds.

In July 2002, the Company cancelled its existing
$185.0 million credit agreement and replaced it with a new
$250.0 million unsecured revolving credit agreement (the
“Credit Agreement”) with a syndicate of banks that matures
in July 2007. Interest on amounts borrowed under the
Credit Agreement is based on LIBOR plus an applicable
margin rate (currently .525%), depending on the
Company’s credit rating. The Company pays a facility fee
(currently .225% per annum) on the total $250.0 million
commitment, which aiso is based on the Company’s credit
rating. In addition, the Company is required to pay a uti-
lization fee of .25% per annum on outstanding advances
under the facility if such advances exceed 33% of the total
$250.0 million commitment. The Company is required to
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Management expects to fund the Company’s long-
term liquidity needs, including contractual obligations and
anticipated capital expenditures, from its cash and cash
equivalents, investments, operating cash flow and, if necessary,
funds drawn under its Credit Agreement or other future
financing arrangements.

The Company has historically funded the majority of
its liquidity from operating cash flow. While future operating
cash flow cannot be accurately predicted, management
believes its long-term liquidity will continue to be funded
primarily by operating cash flow.

MARKET RISK
The Company uses various methods to manage its exposure
to foreign currency exchange risk. The Company predomi-
nantly structures its drilling rig contracts in U.S. dollars,
which significantly reduces the portion of the Company’s
cash flows and assets denominated in foreign currencies.
The Company also employs various strategies, including the
use of derjvative instruments, to match foreign currency
denominated assets with equal or near equal amounts of
foreign currency denominated liabilities, thereby minimizing
exposure to earnings fluctuations caused by changes in
foreign currency exchange rates. The Company occasionally
utilizes derivative instruments to hedge forecasted foreign
currency denominated transactions. At December 31,
2002, the Company had foreign currency exchange contracts
outstanding to exchange $3.3 million U.S. dollars for
Australian dollars. The fair value of the Company’s out-
standing foreign currency exchange contracts at December
31, 2002, a net unrealized loss of $2,000, is included in
accrued liabilities.

The Company uses various derivative financial instru-
ments t0 manage its exposure to interest rate risk. The
Company occasionally uses interest rate swap agreements
to effectively convert the variable interest rate on debt to a
fixed rate, and interest rate lock agreements to hedge
against increases in interest rates on pending financing. At
December 31, 2002, the Company had no outstanding
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interest rate swap agreements.

In connection with the acquisition of Chiles on August
7, 2002, the Company obtained $80.0 million notional
amount of outstanding treasury rate lock agreements.
Chiles entered into the treasury rate lock agreements during
the first and second quarters of 2002 and they mature in
October 2003. Upon acquisition, the Company designated
approximately $65.0 million notional amount of the
treasury rate lock agreements as an effective hedge against
the variability in cash flows of $76.5 million of MARAD
guaranteed bonds the Company intends to issue in October
2003. The bonds will provide long-term financing for the
recently constructed ENSCO 105. The Company deemed the
remaining $15.0 million notional amount of treasury rate
lock agreements obtained in the Chiles acquisition to be
speculative in nature. In October 2002, the Company settled
$10.0 million of the $15.0 million notional amount of
treasury rate lock agreements deemed as speculative. The
fair value of the treasury rate lock agreements at December
31, 2002, which is included in accrued current liabilities,
has declined $3.7 million from the August 7, 2002 Chiles
acquisition date, and 2 cumulative $8.6 million since their
inception. The Company recognized an $800,000 loss during
2002 in connection with the treasury rate lock agreements,
which resulted from the decrease in fair value of treasury
rate lock agreements deemed to be speculative.

The Company utilizes derivative instruments and
undertakes hedging activities in accordance with its estab-
lished policies for the management of market risk. The
Company does not enter into derivative instruments for
trading or other speculative purposes. It is the Company’s
intention to settle the remaining $5.0 million notional
amount of speculative treasury rate lock agreements
obtained in connection with the Chiles acquisition prior to
their maturity. Management believes that the Company’s use
of derivative instruments and related hedging activities do
not expose the Company to any material interest rate risk,
foreign currency exchange rate risk, commodity price risk,
credit risk or any other market rate or price risk.

QUTLDOK AND
FORWARDLDOKING STATEMENTS

Changes in industry conditions and the corresponding
impact on the Company’s operations cannot be accurately
predicted because of the short-term nature of many of the
Company’s contracts and the volatility of oil and natural gas
prices, which impact expenditures for oil and gas drilling,
Whether recent levels of regional and worldwide expenditures
for oil and gas drilling will increase, decrease or remain
unchanged, is not determinable at this time.

The Company’s domestic offshore drilling operations
are conducted in the Gulf of Mexico. The U.S. natural gas
market and trends in oil company spending largely deter-
mine domestic offshore drilling industry conditions. US.
natural gas prices increased significantly during 2000, and
demand, and ultimately day rates, for offshore drilling rigs
increased as many oil companies accelerated drilling
programs in response to historically high natural gas
prices. Jackup rigs mobilized to the Gulf of Mexico from
international markets to take advantage of this strong
demand. During 2001, natural gas prices decreased from
record levels, and oil company Guif of Mexico drilling
budgets were sharply reduced over the course of the year
and remained at moderate levels during 2002. Today,
demand for jackup drilling rigs in the Gulf of Mexico is
significantly lower than that realized in early 2001.
Although some jackup rigs have now departed the Gulf of
Mexico for international service, the supply of jackup rigs
is still in excess of current demand. As a result of this
imbalance, day rates are significantly lower today than they
were in 2000 and early 2001. The Company does not expect
any significant improvement in domestic day rates during
the first half of 2003.

Industry conditions in most international offshore
drilling markets have improved over the last two years, as
many of the major international and government-owned oil
companies have increased spending in those markets.
Cutbacks in OPEC production and an improved outlook for
oil demand contributed to higher oil prices in 1999 and
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“believes,” “expects,” “plans,” “intends” and words and
phrases of similar impact. The forward-looking statements
include, but are not limited to, statements regarding future
operations, industry conditions and business environment,
as well as statements regarding future levels of, or trends in,
day rates, utilization, revenues, operating expenses, capital
expenditures and financing. The forward-looking state-
ments are made pursuant to safe harbor provisions of the
Private Securities Litigation Reform Act of 1995. Numerous
factors could cause actual results to differ materially from
those in the forward-looking statements, including the
following: (i) industry conditions and competition, (ii)
fluctuations in the price of oil and natural gas, (iit) regional
and worldwide expenditures for oil and gas drilling, (iv)
demand for oil and gas, (v) operational risks and insurance,
(vi) risks associated with operating in foreign jurisdictions,
(vii) environmental liabilities that may arise in the future
that are not covered by insurance or indemnity, (viii) the
impact of current and future laws and government regulation,
as well as repeal or modification of same, affecting the oil
and gas industry, the environment, taxes and the Company’s
operations in particular, (ix) changes in costs associated
with rig construction or enhancement, as well as changes in
dates rigs being constructed or undergoing enhancement
will enter service, (x) renegotiations, nullification, or
breaches of contracts with customers, vendors, subcon-
tractors or other parties, (xi) unionization or similar
collective actions by the Company’s employees, (xii) con-
solidation among the Company's competitors or customers,
(xiii) uncertainty with regards to the Middle East, (xiv) the
political unrest in Venezuela, (xv) general economic
concerns and the impact of high oil and gas commodity
prices and (xvi) the risks described elsewhere herein and
from time to time in the Company’s reports to the Securities
and Exchange Commission.

CRITICAL ACCOUNTING POLICIES

The Company’s significant accounting policies are included
in Note 1 to the Consolidated Financial Statements. These
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policies, along with the underlying assumptions and
judgments made by the Company’s management in their
application, have a significant impact on the Company’s
consolidated financial statements. The Company identifies
its most critical accounting policies as those that are the
most pervasive and important to the portrayal of the
Company’s financial position and results of operations, and
that require the most difficult, subjective and/or complex
judgments by management regarding estimates about
matters that are inherently uncertain. The Company’s most
critical accounting policies are those related to property
and equipment, impairment of assets and income taxes.

Property and Equipment. At December 31, 2002, the carrying
value of the Company’s property and equipment totaled
$2,258.0 million, which represents 74% of total assets. This
carrying value reflects the application of the Company’s
property and equipment accounting policies, which incor-
porate estimates, assumptions and judgments by manage-
ment relative to the capitalized costs, useful lives and salvage
values of the Company’s rigs and vessels.

The Company develops and applies property and
equipment accounting policies that are designed to appro-
priately and consistently capitalize those costs incurred to
enhance, improve and extend the useful lives of its assets
and expense those costs incurred to repair or maintain the
existing condition or useful lives of its assets. The develop-
ment and application of such policies requires judgment
and assumptions by management relative to the nature of,
and benefits from, expenditures on Company assets. The
Company establishes property and equipment accounting
policies that are designed to depreciate or amortize its
assets over their estimated useful lives. The assumptions
and judgments used by management in determining the
estimated useful lives of its property and equipment reflect
both historical experience and expectations regarding
future operations, utilization and performance of its assets.
The use of different estimates, assumptions and judgments
in the establishment of property and equipment accounting

policies, especially those involving the useful lives of the
Company’s rigs and vessels, would likely result in materially
different carrying values of assets and results of operations.

Iinpairment of Assets. The Company evaluates the carrying
value of its property and equipment when events or changes
in circumstances indicate that the carrying value of such
assets may be impaired. The Company tests its $350.2 million
of goodwill for impairment on an annual basis, or when
events or changes in circumstances indicate that the carrying
value of the Company’s drilling segment likely exceeds its
fair value. Generally, extended periods of idle time and/or
inability to contract assets at economical rates are an indi-
cation that an asset may be impaired. However, the offshore
drilling and marine transportation industries are highly
cyclical and it is not unusual for assets to be unutilized or
underutilized for significant periods of time and subse-
quently resume full or near full utilization when business
cycles change. Likewise, during periods of supply and
demand imbalance, assets are frequently contracted at or
near cash break-even rates for extended periods of time
until demand comes back into balance with supply.
Impairment situations may arise with respect to specific
individual assets, groups of assets, such as a type of drilling
rig or class of marine vessel, or assets in a certain geographic
location. The Company’s assets are mobile and may be
moved from markets with excess supply, if economically
feasible. The Company’s jackup rigs, semisubmersible rig and
marine transportation vessels are suited for, and accessible
to, broad and numerous markets throughout the world.
However, there are fewer economically feasible markets
available to the Company’s barge rigs and platform rigs.
Asset impairment evaluations are, by nature, highly
subjective. They involve expectations of future cash flows to
be generated by the Company’s assets, and are based on
management’s assumptions and judgments regarding
future industry conditions and operations, as well as man-
agement’s estimates of future expected utilization, contract
rates, expense levels and capital requirements of the
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disclosure requirements of FIN 45 are effective for the
Company’s December 31, 2002 financial statements and the
remaining provisions of FIN 45 apply to guarantees issued
or modified after December 31, 2002. The Company does
not expect this Interpretation to have a material impact on
its consolidated financial position or results of operations.

In December 2002, the FASB issued Statement of
Financial Accounting Standards No. 148, “Accounting for
Stock-Based Compensation - Transition and Disclosure”
(“SFAS 148”), which provides optional transition guidance
for those companies electing to voluntarily adopt the
accounting provisions of Statement of Financial Accounting
Standards No. 123, “Accounting for Stock-Based
Compensation” (“SFAS 123”). In addition, SFAS 148
amends the disclosure requirements of SFAS 123 and
requires certain disclosures in both annual and interim
financial statements. The Company will continue to account
for stock-based compensation in accordance with APB 25.
As such, the Company does not expect this standard to have
4 material impact on its consolidated financial position or
results of operations. The Company has adopted the disclosure
provisions of SFAS 148 at December 31, 2002. (See Note 10
to the Company’s Consolidated Financial Statements.)

In January 2003, the FASB issued Interpretation No.
46, “Consolidation of Variable Interest Entities, an
Interpretation of ARB No. 51” (“FIN 46”). FIN 46 requires
4 company to consolidate a variable interest entity, as
defined, when the company will absorb a majority of the
variable interest entity’s expected losses, receive a majority
of the variable interest entity’s expected residual returns, or
both. FIN 46 also requires certain disclosures relating to
consolidated variable interest entities and unconsolidated
variable interest entities in which a company has a signifi-
cant variable interest. The disclosure provisions of FIN 46
are effective for all financial statements issued after January
31, 2003. The consolidation provisions of FIN 46 apply
immediately to variable interest entities created after
January 31, 2003, and to variable interest entities in which
a company obtains an interest after January 31, 2003. With
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respect to variable interest entities in which a company
holds a variable interest that it acquired before February 1,
2003, the consolidation provisions are required to he
applied no later than the company’s first fiscal year or interim
period beginning after June 15, 2003. The Company’s equity
interest in, and related charter arrangement with, ENSCO
Enterprises Limited (“EEL”) constitute a variable interest in
a variable interest entity under FIN 46. The Company has
not completed an assessment of the impact of the FIN 46
consolidation provisions on its investment in EEL. However,
management currently does not expect to consolidate EEL.
The Company has adopted the disclosure provisions of FIN
46 in its December 31, 2002 financial statements (see
“Liquidity and Capital Resources - Off-Balance Sheet
Arrangements” and Note 5 to the Company’s Consolidated
Financial Statements).
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To the Board of Directors and Stockholders of ENSCO
International Incorporated

In our opinion, the accompanying consolidated state-
ments of income and of cash flows for the year ended
December 31, 2000, present fairly, in all material respects,
the results of operations and cash flows of ENSCO
International Incorporated for the year ended December
31, 2000, in conformity with accounting principles generally
accepted in the United States of America. These financial
statements are the responsibility of the Company’s manage-
ment; our responsibility is to express an opinion on these
financial statements based on our audit. We conducted
our audit of these statements in accordance with auditing
standards generally accepted in the United States of
America, which require that we plan and perform the audit
to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing
the accounting principles used and significant estimates
made by management, and evaluating the overall financial
staternent presentation. We believe that our audit provides
a reasonable basis for our opinion.

PricewaterhouseCoopers LLP
Dallas, Texas
January 25, 2001
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Consolidated Balance Sheet

December 31,
(in millions, except par value amount) - B 2002 2001
ASSETS o T T
Current Assels
Cash and cash equivalents $ 147.1 $ 2788
Short-term investments 38.4 31.6
Accounts receivable, net 162.8 1165
Prepaid expenses and other 39.2 34.4
Total current assets 387.5 461.3
Property and Equipment, at Cost 3,090.0 2,386.6
Less accumulated depreciation 832.0 671.3
Property and equipment, net 2,258.0 1,715.3
Goodwill 350.2 103.8
Other Assets, Net 65.8 43.4
. o o $3,061.5 $2,323.8
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current Liabilities
Accounts payable $ 150 $ 101
Accrued liabilities 161.8 126.5
Current maturities of long-term debt 215 12.7
Total current liabilities 198.3 149.3
Long-Term Debt 547.5 462.4
Deferred Income Taxes 332.3 259.1
Other Liabilities 16.4 12.8
Commitments and Contingencies
Stockholders’ Equity
Common stock, $.10 par value, 250.0 million shares authorized,

172.6 million and 157.8 million shares issued 17.2 15.8
Additional paid-in capital 1,383.5 888.6
Retained earnings 835.3 790.2
Restricted stock (unearned compensation) (5.8) (5.4)
Accumulated other comprehensive loss (12.1) 9.9
Treasury stock, at cost, 23.6 million and 23.2 million shares (251.1) (239.1)

Total stockholders’ equity 1,967.0 1,440.2

) $3,061.5 $2,323.8

The accompanying noles are an integral part of these financial statements.
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| Notes to Consolidated Financial Statements

1. DESCRIPTION OF THE BUSINESS
AND SUMMARY DOF SIGNIFICANT
ACCOUNTING POLICIES

Business

ENSCO International Incorporated (the “Company”) is one
of the leading international providers of offshore drilling
and marine transportation services to the oil and gas industry.
The Company’s contract drilling and marine transportation
operations are integral to the exploration, development and
production of oil and gas. Business levels for the Company,
and its corresponding operating results, are significantly
affected by worldwide levels of offshore exploration and
development spending by oil and gas companies. Levels of
offshore exploration and development spending may fluctuate
substantially from year to year and from region to region.
Such fluctuations result from many factors, including
demand for oil and gas, regional and global economic
conditions, political and legislative environments in major
oil-producing countries, the production levels and related
activities of OPEC and other oil and gas producers, techno-
logical advancements that impact the methods or cost of oil
and gas exploration and development, and the impact that
these and other events have on the current and expected
future pricing of oil and natural gas (see Note 13 “Segment
Information” for additional information concerning the
Company’s operations by segment and geographic region).
On August 7, 2002, the Company acquired Chiles Offshore
Inc. (see Note 2 “Acquisition”).

Principles of Consolidation

The accompanying consolidated financial statements
include the accounts of the Company and its majority
owned subsidiaries. All significant intercompany accounts
and transactions have been eliminated.

Pervasiveness of Estimates

The preparation of financial statements in conformity
with generally accepted accounting principles requires

ENSCO 2002 ANNUAL REPORT

management to make certain estimates and assumptions
that affect the reported amounts of assets and liabilities, the
related revenues and expenses, and disclosure of gain and
loss contingencies at the date of the financial statements.
Actual results could differ from those estimates.

Foreign Curiency Translation

The U.S. dollar is the functional currency of all the
Company’s foreign subsidiaries. The financial statements
of foreign subsidiaries are remeasured in U.S. dollars
based on a combination of both current and historical
exchange rates. Gains and losses caused by the remea-
surement process are reflected in the consolidated state-
ment of income. Translation gains and losses were
insignificant for each of the three years in the period
ended December 31, 2002. In prior years, the financial
statements of certain foreign subsidiaries were main-
tained in the local foreign currency. Foreign currency
translation adjustments for those subsidiaries were accu-
mulated as a separate component of stockholders’ equity
and are included in accumulated other comprehensive
loss at December 31, 2002 and 2001.

Cash Equivalents

The Company considers all highly liquid investments to be
cash equivalents if they have maturities of three months or
less at the date of purchase.

Short-Term Investments

Short-term investments are comprised of highly liquid
investments having maturities of greater than three months
but less than one year at the date of purchase. All of the
Company’s short-term investments are classified as held-to-
maturity and stated at amortized cost.

Property and Equipment

All costs incurred in connection with the acquisition,
construction, enhancement and improvement of assets are
capilalized, including allocations of interest incurred during

periods that drilling rigs or marine vessels are under
construction or undergoing major enhancements and
improvements. Maintenance and repair costs are charged
lo operating expenses. Upon sale or retirement of assets,
the related cost and accumulated depreciation are removed
from the accounts and the resulting gain or loss is included
in jncome.

The Company primarily provides for depreciation on
the straight-line method, after allowing for salvage vaiues,
over the estimated useful lives of its assets. However, certain
drilling rigs and marine vessels acquired prior to 1991,
with an aggregate carrying value of $13.4 million at
December 31, 2002, are depreciated using the units-of-
production method. Under the units-of-production method,
depreciation is hased on the utilization of the drilling rigs
and vessels with 2 minimum provision when the rigs or vessels
are idle. Drilling rigs and related equipment are depreciated
over estimated useful lives ranging from four to 30 years.
Marine vessels are depreciated over estimated useful lives
ranging from 12 to 20 years. Other equipment, including
computer software costs, is depreciated over estimated useful
lives ranging from two to six years. Buildings and improve-
ments are depreciated over estimated useful lives ranging
from two to 30 years.

Gooduwill
In July 2001, the Financial Accounting Standards Board
(“FASB”) issued Statement of Financial Accounting
Standards No. 142, “Goodwill and Other Intangible Assets”
(“SFAS 142”). SFAS 142 supersedes Accounting Principles
Board Opinion No. 17, “Intangible Assets,” eliminates the
requirement to amortize goodwill and indefinite-lived
intangible assets, addresses the amortization of intangible
assets with a defined life and requires impairment testing
and recogpition for goodwill and intangible assets. The
Company adopted SFAS 142 effective January 1, 2002.

The impact of the adoption of SFAS 142 on the
Company’s net income, basic earnings per share and diluted
earnings per share for the years ended December 31, 2002,
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interest rate risk management strategy that uses derivatives
to minimize or eliminate unanticipated fluctuations in earn-
ings and cash flows arising from changes in, and volatility
of, interest rates. The Company maintains a foreign currency
risk management strategy that occasionally wtilizes deriva-
tives to reduce its exposure to unanticipated fluctuations
in earnings and cash flows caused by changes in foreign
currency exchange rates. The Company does not enter into
derivatives for trading or other speculative purposes.

All derivatives are recorded on the Company’s consol-
idated balance sheet at fair value and are generally reported
in other current assets or accrued current liabilities.
Accounting for the gains and losses resulting from changes
in the fair value of derivatives depends on the use of the
derivative and whether it qualifies for hedge accounting.
Derivatives qualify for hedge accounting when they are
formally designated as hedges at inception of the associated
derivative contract and are effective in reducing the risk
exposure that they are designated to hedge. The Company’s
assessment for hedge effectiveness is formally documented
at hedge inception and the Company reviews hedge effec-
tiveness throughout the designated hedge period on at least
a quarterly basis. Changes in the fair value of derivatives
that are designated as hedges of the fair value of recognized
assets or liabilities or unrecognized firm commitments
(“fair value hedges”) are recorded in earnings currently.
Changes in the fair value of derivatives that are designated
as hedges of the variability in expected future cash flows
associated with existing recognized assets or liabilities or
forecasted transactions (“cash flow hedges”) are recorded
in the accumulated other comprehensive loss section of
stockholders’ equity. Amounts recorded in accumulated
other comprehensive loss associated with cash flow hedges
are subsequently reclassified into earnings as earnings are
affected by the underlying hedged forecasted transaction.

The Company occasionally enters into derivatives that
economically hedge certain risks, but the Company does
not designate such derivatives as hedges or the derivatives
otherwise do not qualify for hedge accounting under SFAS

ENSCO 2002 ANNUAL REPORT

133. In these situations, there generally exists a natural
hedging relationship where changes in the fair value of the
derivatives offset changes in the fair value of the underlying
hedged items. Changes in the fair value of these derivatives
are recognized in earnings currently.

Income Taxes

Deferred tax assets and liabilities are recognized for the
anticipated future tax effects of temporary differences
between the financial statement basis and the tax basis of the
Company's assets and liabilities using the enacted tax rates
in effect at year end. A valuation allowance for deferred tax
assets is recorded when it is more likely than not that the
benefit from the deferred tax asset will not be realized.

Stock-Based Employee Compensation

The Company uses the intrinsic value method of accounting
for employee stock options in accordance with Accounting
Principles Board Opinion No. 25, “Accounting for Stock
Issued to Employees” (“APB 25”). Under the intrinsic value
method, if the exercise price of the Companys stock
options equals or exceeds the market value of the underly-
ing stock on the date of grant, no compensation expense
is recognized.

In December 2002, the FASB issued Statement of
Financial Accounting Standards No. 148, “Accounting for
Stock-Based Compensation - Transition and Disclosure”
(“SFAS 148™), which provides optional transition gnidance
for those companies electing to voluntarily adopt the
accounting provisions of Statement of Financial Accounting
Standards No. 123, “Accounting for Stock-Based
Compensation” (“SFAS 123”). In addition, SFAS 148
amends the disclosure requirements of SFAS 123 and
requires certain disclosures in both annual and interim
financial staiements. The Company will continue to account
for stock-based compensation in accordance with APB 25.
As such, the Company does not expect this standard to have
a material impact on its consolidated financial position or
results of operations. The Company has adopted the disclo-

sure provisions of SFAS 148 at December 31, 2002 (see
Note 10 “Employee Benefit Plans™).

Earnings Pei Share

For each of the three years in the period ended December
31, 2002, there were no adjustments to net income for pur-
poses of calculating basic and diluted earnings per share.
The following is a reconciliation of the weighted average
common shares used in the basic and diluted earnings per
share computations (in millions):

Year Ended December 31,

—— 2802 2001 2000
Weighted average common
shares outstanding (basic) 140.7 1369 1376
Potentially dilutive common shares:
Restricted stock grants - .1 3
Stock options 7 9 1.4
Weighted average common
_shares outstanding (diluted) 1414 1379 1393

Options to purchase 3.3 million shares of common
stock in 2002, 2.1 million shares of common stock in 2001
and 71,000 shares of common stock in 2000 were not
included in the computation of diluted earnings per share
because the exercise price of the options exceeded the
average market price of the common stock.

Reclassifications
Certain previously reported amounts have been reclassified
to conform to the 2002 presentation.

2. ACQUISITION

On August 7, 2002, the Company acquired Chiles Offshore
Inc. (“Chiles”) pursuant to a Merger Agreement by and
among the Company, Chore Acquisition, Inc., a wholly-
owned subsidiary of the Company, and Chiles (the “Merger
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generated by the barge rigs and the recognition of a $59.9
million impairment charge in the fourth quarter of 2002.

In order to calculate the impairment charge, the
Company utilized the traditional present value method to
determine the fair value of its barge rigs. Expected future
cash flows to be generated by the barge rigs were developed
based on management assumptions and judgments
regarding future Venezuela industry conditions and opera-
tions, and included estimates of future utilization, day rates,
expense levels and capital requirements of the barge rigs,
discounted at a ten percent rate commensurate with the
risk of the expected future cash flows.

The timing of an expected recovery of drilling activity
in Venezuela is uncertain and considered unlikely in the
near term. The Company will continue monitoring the situation
in Venezuela and evaluating the carrying value of its barge
rigs for impairment. At December 31, 2002, the carrying
value of the Company’s six barge rigs in Venezuela totaled
$52.7 million.

4., PROPERTY AND EQUIPMENT
Property and equipment at December 31, 2002 and 2001
consists of the following (in millions):

2002 2001
Drilling rigs and equipment $2,873.4  $2,125.0
Marine vessels 121.1 105.9
Other 27.7 30.6
Work in progress 67.8 125.1

~ $3,090.0  $2,3866

The Company acquired five uftra premium jackup rigs
in connection with the Chiles merger, including one that was
under construction at the August 7, 2002 acquisition date
and was subsequently completed during the fourth guarter
of 2002. Additions to property and equipment in 2002
included $563.6 million in connection with these five rigs.
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During the fourth quarter of 2000, the Company
entered into an agreement with 2 major international ship-
yard and, in connection therewith, acquired a 25% owner-
ship interest in a harsh epvironment jackup rig under
construction. The Company contributed $30.0 million
($15.0 million in 2000 and $15.0 million in 2002) and
certain management and procurement services for its 25%
interest. In May 2002, upon completion of rig construction,
the Company contributed its 25% interest in the rig to a
joint venture (see Note 5 “Investment in Joint Venture”).

The Company completed construction of a harsh envi-
ronment jackup rig, the ENSCO 101, and a deepwater semi-
submersible rig, the ENSCO 7500, in February 2000 and
December 2000, respectively. Additions to property and
equipment for the ENSCO 101 and ENSCO 7500 totaled $14.6
million and $114.4 million in 2001 and 2000, respectively.

In addition to the rig construction projects discussed
above, the Company’s additions to property and equipment
in 2002, 2001 and 2000 included $170.6 million, $102.9
million and $71.6 million, respectively, in connection with
major modifications and enhancements of rigs and vessels.

The Company evaluates the performance of its drilling
rigs and marine vessels on an ongoing basis, and seeks
opportunities to sell those that are less capable or less
competitive. In connection with such evaluations, the
Company sold a marine vessel in the third quarter of 2002
for $700,000 and recognized a gain of $600,000 on the
sale. The Company sold seven marine vessels during 2000
for aggregate proceeds of $6.1 million and recognized a net
gain of $500,000 on the sales.

5. INVESTMENT IiN JOINT VENTURE

During the fourth quarter of 2000, the Company entered
into an agreement with Keppe! FELS Limited (“KFELS”), a
major international shipyard, and acquired a 25% ownership
interest in a harsh environment jackup rig under construction,
which was subsequently named the ENSCO 102. During the
second quarter of 2002, the Company and KFELS estab-
lished a joint venture company, ENSCO Enterprises Limited

(“EEL”), to own and charter the ENSCO 102. Upon com-
pletion of rig construction in May 2002, the Company and
KFELS transferred their respective interests in the ENSCO
102 to EEL in exchange for promissory notes in the amount
of $32.5 million and $97.3 million, respectively. The
Company has an option to purchase the ENSCO 102 from
FEL, at a formula derived price, which expires in May 2004.
The Company and KFELS have initial ownership interests in
EEL of 25% and 75%, respectively.

Concurrent with the transfer of the rig to EEL, the
Company agreed to charter the ENSCO 102 from EEL for a
two-year period that expires in May 2004. Under the terms
of the charter, the majority of the net cash flow generated
by the ENSCO 102 operations is remitted to EEL in the form
of charter payments. However, the charter obligation is
determined on a cumulative basis such that cash flow
deficits incurred prior to initial rig operations are satisfied
prior to the commencement of charter payments. Charter
proceeds received by EEL are used to pay interest on the
promissory notes and any cash remaining after all accrued
interest has been paid is used to repay the outstanding
principal of the KFELS promissory note. Pursuant to an
agreemeni between the Company and KFELS, the respective
ownership interests of the Company and KFELS in EEL are
adjusted concurrently with repayments of principal on the
KFELS promissory note such that each party’s ownership
interest is equal to the ratio of its outstanding promissory
note balance to the aggregate outstanding principal balance
of both promissory notes.

A summary of the unaudiied financial statements of
EEL as of and for the period ended December 31, 2002,
is as follows:
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5.63% Bonds Due 2011

In connection with the acquisition of Chiles on August 7,
2002, the Company assumed Chiles’ bonds that were origi-
nally issued to provide long-term financing for the ENSCO
76 (formerly the Chiles Coronado). The bonds are guaranteed
by MARAD and are being repaid in 24 equal semiannual
principal installments of $2.9 million, which commenced
in January 2000 and will end in July 2011. Interest on the
bonds is payable semiannually, in January and July, at a
fixed rate of 5.63%. The bonds are collateralized by the
ENSCO 76 and the Company has guaranteed the performance
of its obligations under the bonds to MARAD. The out-
standing principal balance of the bonds at the August 7,
2002 acquisition date was $52.9 million and the Company
recorded an approximate $700,000 discount on the debt.

6.36% Bonds Due 2015

On January 25, 2001, the Company issued $190.0 million
of 15-year bonds to provide long-term financing for the
ENSCO 7500. The bonds are guaranteed by MARAD and are
being repaid in 30 equal semiannual principal installments
of $6.3 million, which commenced in June 2001 and will
end in December 2015. Interest on the bonds is payable
semiannually, in June and December, at a fixed rate of
6.36%. The bonds are collateralized by the ENSCO 7500
and the Company has guaranteed the performance of its
obligations under the bonds to MARAD. Net proceeds from
the bond issuance totaled $49.5 million after settlement of
interest rate lock contracts, underwriting fees and repay-
ment of an interim construction loan.

Notes Due 2007 and Debentures Due 2027

In November 1997, the Company issued $300.0 million of
unsecured debt in a public offering, consisting of $150.0
million of 6.75% Notes due November 15, 2007 (the
“Notes”) and $150.0 million of 7.20% Debentures due
November 15, 2027 (the “Debentures”). Interest on the
Notes and the Debentures is payable semiannually in May
and November. The Notes and the Debentures were issued
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pursuant to a $500.0 million universal shelf registration
statement filed with the Securities and Exchange
Commission in October 1997.

The Notes and Debentures may be redeemed at any
time at the option of the Company, in whole or in part, at a
price equal to 100% of the principal amount thereof plus
accrued and unpaid interest, if any, and a make-whole
premium. The indenture under which the Notes and the
Debentures were issued contains limitations on the incur-
rence of indebtedness secured by certain liens, and limita-
tions on engaging in certain sale/leaseback transactions
and certain merger, consolidation or reorganization
transactions. The Notes and Debentures are not subject to
any sinking fund requirements.

Revolving Credit Agreement

In July 2002, the Company cancelled its existing $185.0
million credit agreement and replaced it with a new $250.0
million unsecured revolving credit agreement (the “Credit
Agreement”) with a syndicate of banks. Interest on amounts
borrowed under the Credit Agreement is based on LIBOR
plus an applicable margin rate (currently .525%), depend-
ing on the Company’s credit rating. The Company pays a
commitment fee (currently .225% per annum) on the total
$250.0 million commitment, which also is based on the
Company’s credit rating. In addition, the Company is
required to pay a utilization fee of .25% per annum on out-
standing advances under the facility if such advances exceed
33% of the total $250.0 million commitment. The Company
is required to maintain certain financial covenants under the
Credit Agreement, including a specified level of interest
coverage, debt ratio and tangible net worth. The Company
had no amounts outstanding under the Credit Agreement at
December 31, 2002 and no amounts outstanding under the
previous $185.0 million credit agreement at December 31,
2001. The Credit Agreement matures in July 2007.

Senior Subordinated Notes Due 2004
In connection with the acquisition of Dual Drilling

Company (“Dual”) in June 1996, the Company assumed
Dual’s 9.875% Senior Subordinated Notes due 2004 (the
“Dual Notes”). Interest on the Dual Notes was payable
semiannually and the Dual Notes were redeemable at the
option of the Company, in whole or in part, at annually
decreasing prices. On March 15, 2000, the Company exer-
cised its option to redeem all of the Dual Notes at a price
equal to 103.29% of the face amount, or $74.2 million,
plus accrued interest. The excess of the amount paid over
the carrying value of the Dual Notes totaled $500,000 and
has been charged to “Other, net” under Other Income
(Expense) in the consolidated statement of income for the
year ended December 31, 2000.

Maturities

Maturities of long-term debt, excluding amortization of dis-
counts, are $21.6 million in each of the four years ending
December 31, 2006, $171.6 million for the year ending
December 31, 2007 and $314.1 million thereafter. The
Company is in compliance with the covenants of all of its
debt instruments.

7. DERIVATIVE FINANCIAL INSTRUMENTS
Effective January 1, 2001, the Company adopted Statement
of Financial Accounting Standards No. 133, “Accounting for
Derivative Instruments and Hedging Activities” (“SFAS
133”), as amended. The adoption of SFAS 133 had no
impact on the Company’s net income. However, in accor-
dance with the provisions of SFAS 133, the Company
recorded a one-time, non-cash transition adjustment to
comprehensive income and the accumulated other com-
prehensive loss section of stockholders’ equity effective
January 1, 2002, as follows (in millions):

Recognition of outstanding derivative

instruments at fair value $ 3.8
Reclassification of unrealized losses

on derivative instruments 7.4

Total transition adjustment $11.2
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A summary of activity in the various stockholders’ equity accounts for each of the three years in the period ended December 31, 2002 is as follows (shares in thousands, dollars in millions):

Restricted Accumulated
Additional Stock Other
Common Stock Paid-In Retained (Unearned Comprehensive Treasury
_Shares Amounts  Capital _Earnings Compensation) Loss Stock

_w>§20m,conm_=cmﬁmr$@ Gm_fc ,fm.m wmmc.w mmww.c %Am.mv aQ.C mﬁmm.wv
Net income - - - 85.4 - - -
Cash dividends paid - - - (13.8) - - -
Common stock issued under

employee and director incentive

plans, net 1,364 1 19.2 - - - (5.0)
Amortization of unearned

stock compensation - - - - 1.4 - -
Tax benefit from stock

compensation - - - - - -

BALANCE, December 31, 2000 157,274 15.7 876.5 596.6 (4.9 (L) (153.9)
Net income - - - 207.3 - -

Cash dividends paid - - - (13.7) - - —
Common stock issued under

employee and director incentive

plans, net 567 1 9.1 - (1.4) - 1.0)
Repurchase of common stock - - - - - - (84.2)
Amortization of unearned

stock compensation - - - - 9 - -
Tax benefit from stock

compensation - - 3.0 - - -
Net other comprehensive income (loss) - - — - - (8.8) -

BAIANCE, December 31, 2001 157,841 15.8 888.6 790.2 (5.4) 9.9) (239.1)
Net income - - - 59.3 - -

Cash dividends paid - - - (14.2) - - -
Common stock issned under

employee and director incentive

plans, net 1,459 1 31.7 - (1.3) - (12.0)
Amortization of unearned

stock compensation - - - - 1.1 - -
Common stock issued in

Chiles acquisition 13,345 1.3 459.2 - (2) - -
Tax benefit from stock

compensation - - 4.0 - -
Net other comprehensive income (loss)

BALANCE, December 31, 2002

_$17.2

- S..N.v -
$(5.8), sz $(s1.

L AT2645 o...813885 _ i . .
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Year Ended December 31,

T 302 2001 2000
Net income, as reported $ 89.3 $2073  $85.4
Less stock-based employee

compensation expense, net of tax (12.6)  (6.5) (4.8
Proformanetincome  $ 467 $2008  $806
Basic earnings per share:

As reported $ 042 §$ 151  $0.62

Pro forma 0.33 147 0.59

Diluted earnings per share:
As reported
Pro forma

0.42 1.50 0.61
0.33 1.47 0.58

The fair value of each option grant is estimated on the
date of grant using the Black-Scholes option pricing model
with the following weighted average assumptions:

.. %602 2001 2000
Risk-free interest raie 3.9% 4.7% 6.6%
Expected life (in years) 4.5 4.2 3.8

Expected volatility 52.5% 53.3% 52.7%
Dividend yield 4% 3% 3%

The pro forma adjustments above may not be repre-
sentative of pro forma adjustments in future years since the
estimated fair value of stock options is amortized to
expense over the vesting period, additional options may be
granted in future years and the assumptions used to deter-
mine fair value can vary significantly.

A summary of stock option transactions under the
1998 Plan, Directors’ Plan, 2000 Plan and Incentive Plan is
as follows (shares in thousands):

ENSCO 2002 ANNUAL REPORT

2002 2001 2000
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
o Shares _ Price _ Shares Price | Shares  Price
Outstanding at beginning of year 4,845 $23.57 3,427 $15.80 4,736 $14.87
Granted 1,464 30.74 2,118 33.98 104 32.24
Assumed in Chiles acquisition 490 17.91 ~ -
Exercised (1,395) 21.61 (520) 14.57 (1,351) 13.93
Forfeited (163) 27.63 (180) 24.35 (62) 13.39
Ousandng st endofyar S0 T g6 hais s wr i
Exercisable atend of year 1,886 $19.15 1,780  $198% 1433  $20.23
Weighted average fair value of
options granted during the year $13.98 $15.74 $14.93

The following table summarizes information about stock options outstanding under the 1998 Plan, Directors’ Plan, 2000
Plan and Incentive Plan at December 31, 2002 (shares in thousands):

Options Outstanding Options Exercisable

Number  Weighted Average Number

Qutstanding Remaining Weighted Average  Exercisable  Weighted Average
____Exercise Prices  at 12/31/02  Contractual Life  Exercise Price  at 12/31/02 Exercise Price

$9-$12 1,492 1.5 years $9.17 1,030 $ 925

16- 29 625 5.1 years 24.88 235 22.61

30- 32 1,015 4.4 years 31.76 2 30.66

33- 34 1,935 3.3 years 33.88 488 33.89

35- 36 174 3.3 years 36.15 131 35.85
e 5240 32years  $2544 1,886 %1945

At December 31, 2002, 5.6 million shares were available for grant as options or incentive grants under the 1998 Plan
and 345,000 shares were mﬁamzm for grant as options under the Directors’ Plan.
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The consolidated effective income tax rate for each of the
three vears in the period ended December 31, 2002, differs
from the United States statutory income tax rate as follows:

.. 2002 2001 2000

Statutory income tax rate 35.0% 35.0%  35.0%
Foreign taxes “0 73 Ga
Goodwill amortization - 1.0 9
Other 9 3 3
Effective income tax rate _ _3L9% 29.0% 31.8%

At December 31, 2002, the Company had net operating
loss carryforwards of $2.4 million and foreign tax credit
carryforwards of $29.5 million. If not utilized, the net
operating foss carryforwards expire in 2007 and the foreign
tax credit carryforwards expire from 2003 through 2007.
As a result of certain acquisitions in prior years, the utilization
of a portion of the Company’s net operating loss carryfor-
wards is subject to limitations imposed by the Internal
Revenue Code of 1986. However, the Company does not
expect such limitations to have an effect upon its ability to
utilize its net operating loss carryforwards.

It is the policy of the Company to consider that income
generated in foreign subsidiaries is permanently invested. A
significant portion of the Company’s undistributed foreign
earnings at December 31, 2002 was generated by controlled
foreign corporations. A portion of the undistributed foreign
earnings were taxed, for U.S. tax purposes, in the vear that
such earnings arose. Upon distribution of foreign earnings
in the form of dividends or otherwise, the Company may be
subject to additional U.S. income taxes. However, deferred
taxes related to the future remittance of these funds are not
expected to be significant.
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12. COMMITMENTS AND CONTINBENGIES

Leases

The Company is obligated under leases for certain of its
offices and equipment. Rental expense relating to operating
leases was $5.6 million in 2002, $4.3 million in 2001 and
$3.2 million in 2000. Future minimum rental payments
under the Company’s noncancelable operating lease
obligations having initial or remaining lease terms in excess
of one year are as follows: $4.0 million in 200%; $3.1
million in 2004; $2.1 million in 2005; $1.7 millior in 2006;
$1.6 million in 2007 and $0.7 million thereafter.

Anti-trust Lawsuit

In September 2000, the Company and a number of other
offshore drilling companies were named as a defendant in
a purported class action, anti-trust lawsuit. The lawsuit
alleged, among other things, that the Company and more
than 15 other defendant companies, whose collective
operations represent a majority of the U.S. offshore contract
drilling industry, conspired to avoid competition for drilling
labor by illegally fixing or suppressing the wages and henefits
paid their drilling employees in violation of certain provi-
sions of the Sherman and Clayton Acts. The plaintiffs alleged
damages in excess of $5 billion, which could be trebled
under anti-trust laws, as well as attorney’s fees and costs.
Although the Company denied the plaintiffs claims, it has
agreed to settle the case in order to avoid costly and time
consuming litigation. In connection with the settlement and
in consideration for the release of all claims regarding the
Company’s alleged actions, the Company paid the plaintiffs
$625,000. The settlement was accrued in “Other, net”
under Other Income (Expense) for the year ended
December 31, 2001.

13. SEGMENT INFORMATION

The Company's operations are categorized into two operating
segments which are differentiated based on the core services
provided by the Gompany, (1) contract drilling services and
(2) marine transportation services. At December 31, 2002,
the Company’s contract drilling segment operated a fleet of
56 offshore drilling rigs, including 43 jackup rigs, seven
barge rigs, five platform rigs and one semisubmersible rig.
At December 31, 2002, the Company’s marine transportation
segment owned and operated a fleet of 27 oilfield support
vessels. Operating income for each segment includes an
allocation of general and administrative expenses of the
Company’s corporate office. Assets and depreciation
expense of the Company’s corporate office are not allocated
to the operating segments and are included in the “Other”
column in the table below. Segment information for each of
the three vears in the period ended December 31, 2002 is
as follows (in millions):
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Information by country for those countries that account for more than 10% of total revenues or 10% of the Company’s long-lived assets is as follows (in millions):

Revenues Long-lived Assets

e ] e T ama 2000 2000 2002 2001 2000
United States $303.8 $468.5 $352.3 $1,063.8 § 7780 $ 7055
Netherlands 11.5 359 10.1 33.2 201.1 288.3
Venezuela 17.0 73.3 44.9 53.1 145.5 177.7
Denmark 98.6 69.3 1.1 206.5 212.6 65.0
United Kingdom 70.5 61.2 42.6 117.6 76.5 153.8
Other foreign countries 196.7 109.2 72.8 783.8 301.6 295.0

Total o ) - _ $698.1 $8174 $533.8 __$22580 $1,7155  $1,685.3

Revenues from one customer in 2002 were $90.8
million, or 13% of consolidated revenues and revenues
from this customer did not exceed 10% of consolidated
revenues in 2001 and 2000. Revenues from two customers
exceeded 10% of consolidated revenue in both 2001 and
2000. Revenues from the first costomer were $110.9 million,
or 14% of consolidated revenue, in 2001 and $60.5 million,
or 11% of consolidated revenue, in 2000. Revenues from
the second customer were $100.5 million, or 12% of
consolidated revenue, in 2001 and $96.6 million, or 18%
of consolidated revenue, in 2000.

1<, SURPPLEMENTAL FINANCIAL
INFORMATION

Consolidated Balance Sheet Information
Accounts receivable, net at December 31, 2002 and 2001
consists of the following (in millions):

2002 2001
Trade $160.5 $111.1
Other 6.2 9.3
166.7  120.4
Allowance for doubtful accounts 39 (39

$162.8 $116.5
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Prepaid expenses and other current assets at December
31, 2002 and 2001 consists of the following (in millions):

Accrued liabilities at December 31, 2002 and 2001
consists of the following (in millions):

“ L 2002000 T Theea 000
Prepaid expenses $109 $ 95 Operating expenses $ 317 $209
Inventory 8.8 5.1 Accrued capital additions 33.7 26.9
Deferred tax asset 8.9 5.4 Taxes 544 4638
Deferred regulatory certification Payroll 22.3 23.9
and compliance costs 7.9 9.7 Accrued interest 5.8 4.7
Other 2.7 4.7 Derivative financial instruments 8.6 -
_ $39.2  $344  Other 5.3 3.3

Other assets, net at December 31, 2002 and 2001
consists of the following (in millions):

2002 2001
Investment in joint venture $37.0 § -
Long-term investments - 23.0
Deferred finance costs 9.8 5.2
Prepaid taxes on intercompany
transfers of property 5.8 6.5
Deferred regulatory certification and
compliance costs 7.3 4.4
Other 5.9 43
$65.8  $43.4

$161.8 $1265

Consolidated Statement of Income Information
Maintenance and repairs expense for the years ended
December 31, 2602, 2001 and 2000 is as follows (in millions):

2002 2001 2000

Maintenance and repairs $50.9 $447  $42.3
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1T5. UNAUDITED QUARTERLY FINANGCIAL DATA

A summary of unaudited quarterly consolidated financial information for 2002 and 2001 is as follows (in millions, except per share amounts):

2002 _First Quarter _ Second Quarter Third Quarter  Fourth Quarter  Year
Revenues
Contract drilling $130.0 $146.1 $179.2 $194.2 $649.5
Marine (ransportation 12.3 11.1 12.6 12.6 48.6
142.3 157.2 191.8 206.8 698.1
Direcl operating expenses
Contract drilling 78.8 74.1 93.5 102.5 348.9
Marine transportation 9.5 10.2 10.9 10.2 40.8
88.3 84.3 104.4 112.7 389.7
Operating margin 54.0 72.9 87.4 94.1 308.4
Depreciation and amortization 28.5 29.4 31.7 34.2 123.8
Impairment of assets - - ~ 59.9 59.9
General and administrative 4.4 4.6 4.8 4.8 18.6
Operating income (loss) 21.1 38.9 50.9 (4.8) 106.1
Interest income 15 1.6 1.1 9 5.1
Interest expense, net (7.8) (8.1) (7.7) (7.5) (31.1)
Other income (expense) 8.2 - (1.8) 6 7.0
Income (loss) before income taxes 23.0 32.4 42.5 (10.8) 87.1
Provision (benefit) for income taxes 6.8 9.1 12.0 (1) 27.8
Netincome (loss) 162 > 23.3 %305  $(10.7) b 593
Earnings (loss) per shace D - S
Basic 12 17 21 $ (.07) 42
Diluted a2 17 21 (.07) 42
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Selected Consolidated Financial Data

The selected consolidated financial data set forth below for the five years in the period ended December 31, 2002 has been derived from the Company’s audited consolidated financial

statements. This information should be read in conjunction with the audited consolidated financial statements and notes thereto.

Year Ended December 31,

(in millions, except per share amounts) 2002* 2001 2000 1999 1998
Consolidated Statement of Income Dala
Revenues $ 698.1 $ 8174 $ 5338 $ 3637 $ 8132
Operating expenses
Contract drilling and marine transportation 389.7 358.9 290.6 250.8 3291
Depreciation and amortization 123.8 1152 98.7 98.2 83.5
Impairment of assets 59.9 9.2 - - -
General and administrative 18.6 16.8 13.3 11.2 15.4
Operating income 106.1 317.3 131.2 3.5 385.2
Other income (expense), net (19.0) (25.4) 6.0) 1.7 2.7)
Income before income taxes and minority interest 87.1 2919 125.2 5.2 382.5
Provision for income taxes 278 84.6 39.8 35 123.8
Minority interest - - - 1.4 4.8
Net income $ 593 $ 2073 $ 854 $ 3 % 2539
Basic earnings per share $ 42 $ 151 $ .62 $ - $ 182
Diluted earnings per share 42 1.50 .61 - 1.81
Weighted average common shares outstanding;
Basic 140.7 136.9 137.6 136.5 139.6
Diluted 141.4 137.9 139.3 137.7 140.6
Cash dividends per common share $ .10 $ .10 $ 10 N S () $ .10
Consolidated Balance Sheet Data
Working capital $ 189.2 $ 3120 $ 1716 $ 1384 $ 3169
Total assets 3,061.5 2,323.8 2,108.0 1,983.7 1,992.8
Long-term debt, net of current portion 547.5 462.4 4222 371.2 375.5
Stockholders’ equity 1,967.0 1,440.2 1,328.9 1,234.6 12450

* The Company acquired Chiles on August 7, 2002

ENSCO 2002 ANNUAL REPO

. Consvlidated Statement of Income Daia includes the tesults of Chiles from the acquisition date.
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| Stockholder _‘a«o_.imm‘m‘oo;

Quarterly Closing Stock Price

201 ~ High lLow
First $44.49 $30.19
Second $40.44 §$22.88
Third $23.68 $12.81
Fourth $26.23  $13.91
First $30.70 $20.87
Second $35.50 $26.70
Third $28.98 $21.19
Fourth $31.62 $24.15
Stock Exchange

The Company’s Common Stock (“ESV”) is traded on the
New York Stock Exchange. At February 15, 2003, there
were approximately 1,500 stockholders of record of the
Company’s Common Stock.

Stock Dividends
The Company paid four quarterly cash dividends of $.025
per share during 2002.

Independent Accountants
KPMG LLP Dallas, Texas

Transfer Agent

American Stock Transfer and Trust Company
40 Wall Street

New York, New York 10005-2392

(718) 921-8200

(800) 937-5449
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Notice of Annual Meeting

The Annual Meeting of Stockholders will be held at
10:00 a.m., May 13, 2003, at the Fairmont Hotel,
1717 N. Akard Street, Dallas, Texas 75201-2344

Form 10-K and Additional Information

The Company’s Annual Report on Form 10-K filed with the
Securities Exchange Commission is available in the SEC
Filings section of the Company’s website and also will be
provided without charge by request to ENSCO’s Investor
Relations Department.

Analysts requesting additional information should contact
ENSCO’s Investor Relations Departinent. Communications
concerning transfer requirements, lost certificates and
changes of address should be directed to the Transfer Agent.

Corporate Governance, Board and

Boaid Cominittees, Website Data

The Corporate Governance section of the Company’s web-
site, www.enscous.com/CorpGov.asp, contains information
regarding (i) the composition of the Company’s Board of
Directors and Board Committees, (ii) Corporate
Governance in general, (iii) the ENSCO Corporate
Governance Policy, (iv) the ENSCO Code of Business
Conduct Policy, (v) “whistleblower” reporting provisions,
and (vi) the charters of the committees of the Company’s
Board of Directors. A copy of foregoing information also is
available to any person without charge by request to
ENSCO’s Investor Relations Department. Additionally, the
Company’s website contains a direct link to the Company’s
SEC filings, including reports required under Section 16 of
the Securities Exchange Act of 1934.

Investor Relations Depaitment
ENSCO International Incorporated
500 North Akard Street, Suite 4300
Dallas, Texas 75201-3331

(214) 397-3000

Fxecutive Offices

ENSCO International Incorporated
500 North Akard Street, Suite 4300
Dallas, Texas 75201-3331

(214) 397-3000
http://www.enscous.com
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ENSCO INTERNATIONAL INCORPORATED

500 N. Akard Street
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